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Wayne Bancorp, Inc. is and will continue to be an independently owned community

financial services Company which continually strives to provide the best financial

products and services that respond to the needs of our customers and exceed their

expectations.

Wayne Bancorp, Inc. is and will continue to be a
partner in the economic development in the areas we
serve, working to stimulate economic growth and

maintain economic stability.
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Wayne Bancorp, Inc. and its affiliates will continue to assist individuals, companies

and institutions in formulating plans to meet their specific financial and economic goals.

We shall operate the Company in a manner that is fair to all persons. We will offer our

assistance in every possible manner, without regard to race, color or religious preferences.

Management recognizes that Wayne Bancorp, Inc. is a group of individuals who

have dedicated themselves to the mission of the Company. We recognize that these

individuals will have the daily challenge of the implementation of this mission. To that

end, we will ensure that our customers, shareholders and community grow and

prosper with the Company.

For the mission to be carried out and for the ultimate success of Wayne Bancorp, Inc.,

that quality of service offered by the individuals who represent it must be beyond

compare.




Table of Contents

| Table of Contents N
Shareholder Information/Dividend & Market Price Data . . .. ... ...ttt 1
Five Year Financial SUMIMATY . . . .. oottt 2
A Message from the President . . . .. ... ... i e 3
Management’s Responsibility for Financial Reporting . . .. ... ...ttt e 4
Auditor’s Report from Crowe, Chizek and Company LLP . .. ... .. oo i i i e 5
Financial Statements:
Consolidated Balance Sheets . ... ... ... 6
Consolidated Statements of Income and Comprehensive Income ................ P 7
Consolidated Statements of Cash Flows . . . .. ... ... i e 8
Consolidated Statements of Changes in Shareholders’ Equity .. ......... ... .. .. .. 9
Notes to Consolidated Financial SEAEMENLS . . . .. . .. ...\ e e 10
Management DisCussion & ADAYSIS . . . . . ... 20
Directors & Officers . ........ e e 30
OB . ot e e 31

/\/AYNE BANCORP, INC.

112 W. Liberty St. ® BO. Box 757 ¢ Wooster, OH 44691

Wayne Bancorp, Inc. is 2 multi-bank holding company. Its bank subsidiaries, Wayne
County National Bank and Chippewa Valley Bank, are full-service commercial banks which
include trust services. The Company operates two non-bank subsidiaries, MidOhio Data, Inc.,
which performs proof operations for Wayne County National Bank, and Chippewa Valley Title
Agency, Inc., 2 wholly-owned subsidiary of Wayne County National Bank, which provides title
insurance services. Wayne Bancorp, Inc. is headquartered in Wooster, Ohio.

The Annual Meeting of shareholders of Wayne Bancorp, Inc. will be held Thursday,

April 25, 2002, at 2 p.m. at The Arden Shisler Center for Education & Economic Development,
1625 Wilson Road, Wooster, Ohio.
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Wayne Bancorp, Inc.
continually strives to
provide the proper
[financial insight that
will belp our customers
effectively manage
their assets as well as
achieve their dreams

of financial success.
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| Shareholaer information

Executive Offices Transfer Agent

112 West Liberty Street Registrar & Transfer Company
RO. Box 757 10 Commerce Drive

Weoster, OH 44691 Cranford, NJ 07016
330-264-1222 Attn: Transfer Department

800-368-5948 o Fax 908-272-1006

All common shares of Wayne Bancorp, Inc. are voting shares and are traded on NASDAQ,
under the symbol “WNNB,” as a Small Cap Issue. At December 31, 2001, there were 4,657,531
shares outstanding and 1,339 shareholders of record. The range of market prices are compiled
from data provided by the national market system, and has been retroactively adjusted to reflect
the issue of a 5% stock dividend during 2001.
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Dividends

Quarter Ended Kigh Lowy Paid
2001 March 31 $21.31 $16.19 $0.1619
June 30 23.95 19.05 0.1619
September 30 25.71 2191 0.1619
December 31 23.00 20.00 . 01619
2000 March 31 $25.66 $17.98 $0.1524
June 30 19.05 13.81 0.1524
September 30 16.67 13.33 0.1524
December 31 17.14 14.29 01524

| Form 70-K ]

A copy of the Company’s 2001 Annual Report on Form 10-K filed with the Securities and
Exchange Commission is available to shareholders without charge. To obtain a copy, direct your
request to John A. Lende, CPA, Treasurer, PO. Box 757, Wooster, OH 44691.

1 Wayne Bancorp, Inc. 2001 Annual Report
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Financial Summary

| Five Year Financiel Summary ®

(in thousands of dollars except per share data)

Years Ended December 31,

2001 2000 1999 1998 1997
Statement of Income Summary: |
Total operating income C$ 45962 $ 45,607 $ 41,862 $ 41497 $ 39,866
Total operating expense ‘ 33,088 34,174 30,704 31,374 31,225
Total interest income ‘ 41,095 41,503 37,830 37,773 36,289
Total interest expense | 16,671 19,010 16,046 16,331 15,523
Net interest income | 24,424 22,493 21,784 21,442 20,766
Provision for loan losses 701 216 180 240 906
Income before income tax expense 12,274 | 11,523 11,158 10,123 8,641
Income tax expense 3 3,631 3,398 3,303 2,811 2,921
Net income ‘ 8,643 8,125 7,855 7,312 5,720
Per Share Data: ‘
Net income Cg 1.83 $ 1.69 $ 1.61 $ 1.43 $ 1.12
Cash dividends ‘ 65 0.61 0.57 0.46 0.40
Book value 1327 12.40 11.02 11.60 10.82
Balance Sheet Data: ‘
Total loans - $ 387,484 $ 374,840 $ 356,503 $ 324,199 $ 324,833
Loans held-for-sale 11,881
Allowance for loan losses 5821 5,343 5,197 4916 4,923
Securities 165,098 138,349 150,018 175,007 141,922
Total deposits 501,576 471,578 461,815 435,143 409,891
Shareholders’ equity 61,801 59,886 53,246 59,067 55,810
Total assets : 608,722 570,193 545,888 538,677 508,378
Other Data:
Employees 270 284 254 257 262
Shareholders 1,339 1,364 1,439 1,452 1,484
Cash dividends .8 3,050 $ 2942 $ 2,795 $ 2,336 $ 1,795
Cash dividends as a percent of net income , 35.29% 36.21% 35.58% 31.95% 31.38%
Financial Ratios: |
Return on average assets 1.50% 1.47% 1.47% 1.44% 1.19%
Return on beginning equity 14.43% 15.26% 13.30% 13.10% 11.09%
Equity to assets : 10.14% 10.50% 9.75% 10.97% 10.98%
Loans to funding sources 73.43% 73.94% 72.88% 68.21% 72.27%
Loans to total assets 63.57% 65.74% 65.31% 60.27% 63.90%
Allowance for loan losses to total loans 1.50% 1.43% 1.46% 1.51% 1.52%

1) This summary should be read in conjunction with the related Consolidated Financial Statements and Notes to the Financial Statements. Per share data has been retroactively
adjusted for stock dividends, stock splits and the acquisition of Chippewa Valley Bancshares, Inc.

Wayne Bancorp, Inc. 2001 Annual Report 2
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It is my great privilege to address the shareholders of this fine Company for the first time as
Chief Executive Officer. 2001 was truly a year that I will never forget. In many ways it was the
most rewarding and memorable vear of my career; in other ways, it was the most difficult year.

2001 began with economic uncertainty, which carried over from the fourth quarter of 2000.
In an effort to bolster the economy and stave off a recession, the Federal Open Market
Committee of the Federal Reserve Bank began aggressively lowering interest rates. By the middle
of the third quarter, it appeared that the rate cuts were beginning to take hold and the future was
locking brighter.

Then, on September 11, 2001, a day that no one will ever forget, our nation suffered an
unprecedented terrorist attack. The destruction of the World Trade Center resulted in the loss of
one of the most notable symbols of our free world. The attack was an attempt to cripple the core
of our financial community. Not only did it fail to derail the financial community, it has served to
strengthen us as 4 nation.

While we are 2l still feeling the impact of the significant economic and national events of
what will surely be a year that none of us will ever forget, the outlook for Wayne Bancorp, Inc.
remains unchanged. We feel that the Company is positioned very well to work through the turbu-
lent times that we are facing.

You will see as you read through this Annual Report that your Company performed very well
in 2001. This is due largely to the efforts of a very dedicated staff, Management team and Board
of Directors. The Company’s earnings for the full year set yet another record reaching $8.6 million.
The Company has hit another milestone in that our total assets have surpassed the $600 million
mark for the first time in the Company’s history. The shareholders have been rewarded during
the year with 2 6,23% increase in the cash dividend per share, a substantial increase in the price
of the stock over the past year, and the Board of Directors, with their focus on shareholder value,
authorized and paid a 5% stock dividend in December of 2001.

The focus for Wayne Bancorp, Inc. in the near term is to concentrate our efforts on the things
we do well, such as asset quality, strict underwriting, improving net interest margin and customer
relations. Providing our customers with insight so that they can achieve their own financial goals
is what we do best. Qur commitment to educate our staff on providing superior quality service is
moving along very well. Cur “service and sales culture” initiative is now in its second full year
and we are seeing very positive results from those efforts.

In closing, the Board of Directors, Management and staff of Wayne Bancorp, Inc. would like
to thank the men and women who serve and have served in our nation’s armed forces. Without
their service and sacrifice and those of their families, we could not enjoy the prosperity and
freedom that we have today.

Sincerely,

David P. Boyle, CPA
President & CEO




Management’s Responsibility teckinancial reporting

january 23, 2002

The Management of Wayne Bancorp, Inc. has prepared and is responsible for the financial
statements and for the integrity and consistency of other related information contained in the
Annual Report. In the opinion of Management, the financial statements, which necessarily include
amounts that are based on Management estimates and judgments, have been prepared in
conformity with accounting principles generally accepted in the United States of America appro-
priate to the circumstances. The Company maintains a system of internal accounting controls that
is designed to provide reasonable assurance that assets are safeguarded, that transactions are
executed in accordance with Company authorizations and policies, and that transactions are
properly recorded so as to permit preparation of financial statements that will fairly present the
financial position and results of operations in conformity with accounting principles generally
accepted in the United States of America. Internal controls are augmented by written policies
covering standards of personal and business conduct and an organizational structure providing
for division of responsibility and authority.

The effectiveness of and compliance with established control systems is monitored through a
continuous program of internal audit and credit examinations. In recognition of cost-benefit
relationships and inherent control limitations, some features of the control system are designed
to detect rather than prevent errors, irregularities and departures from approved policies and
practices. Management believes that the system of controls is adequate to prevent or detect
errors of irregularities that would be material to the financial statements and that timely correc-
tive actions have heen initiated when appropriate.

The Company engaged Crowe, Chizek and Company LLP, independent certified public
accountants, to render an opinion on the financial statements. The accountants have advised
Management that they were provided with access 1o all information an¢ records deemed neces-
sary to render their opinion. The Board of Directors exercises its responsibility for the financial
statements and related information through the Audit Committee, which is comprised entirely of
outside directors. The Audit Committee meets on a regular basis with Management, the Internal
Auditor of the Company, and Crowe, Chizek and Company LLP to assess the scope of the annual
audit plan, to review the status and results of audits, to review the Annual Repoit and Form 10-K
including major changes in accounting policy and reporting practices, and to approve non-audit
related services rendered by the independent auditors.

Crowe, Chizek and Company LLP also meets with the Audit Committee, without Management
being present, to afford them the opportunity to express their opinion on the adequacy of
Management's compliance with the established policies and procedures and the quality of the

financial repoiting.
T T —
\ S, T /=
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David P. Boyle, CPA © Johm A. Lende, CPA
President & CEO Treasurer
Wayne Bancorp, Inc. Wayne Bancorp, Inc.
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Auditor’s Report tomcrowe. chizek and Company 1l

Board of Directors and Shareholders
Wayne Bancorp, Inc.
Wooster, Ohic

We have audited the accompanying consolidated balance sheets of Wayne Bancorp, Inc. as of
December 31, 2001 and 2000 and the related consolidated statements of income, comprehensive
income, cash flows and changes in shareholders’ equity for each of the three years in the period
ended December 31, 2001. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for cur opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Wayne Bancorp, Inc. as of December 31, 2001 and
2000 and the results of its operations and its cash flows for each of the three years in the period
ended December 31, 2001 in conformity with accounting principles generally accepted in the
United States of America.

Crowe, Chizek and Company LLP
Columbus, Ohio
January 23, 2002

5 Wayne Bancorp, Inc. 2001 Annual Report




Financial Statements

| Consolidated Balance Sheets

(in thousands of dollars except per share data) December 31,
Assets ‘
Cash and due from banks $ 28,738 $ 21,369
Federal funds sold ’ 3,975 22,475
Total cash and cash equivalents ) L 32,713 43 844
Securities available-for-sale 165,098 138,349
Loans held-for-sale 11,881
Loans 387,484 374,840
Less: ‘ '
Allowance for loans (5,821) (5,343)
Net loans . 381,663 369,497
Premises and equipment i 9,813 9,620
Accrued income receivable and other assets 7,554 8,883
Total assets l $ 608,722 $570,193
Liabilities
Deposits
Interest bearing $ 429,253 $402,654
Non-interest bearing o 72323 68,924
Total deposits . 501,576 471,578
Short-term borrowings 33,635 30,540
Federal Home Loan Bank advances and other borrowed funds 6,896 4,640
ESOP loan 1,800 200
Other liabilities . 3,014 3,349
Total liabilities 546,921 510,307

shareholders’ Equity ‘
Common stock, stated value $1.00 ‘ 4917 4917
Shares authorized, 12,000,000 in 2001 and 2000
Shares issued, 4,917,218 in 2001 and 2000
Shares outstanding, 4,657,531 in 2001 and 4,600,869 in 2000

Paid in capital 13,148 13,140
Retained earnings . 50,748 51,809
Unearned ESOP shares, 74,609 shares in 2001 and 0 shares in 2000 . (1,651) 0
Treasury stock, at cost, 259,687 shares in 2001 and 316,349 shares in 2000 1 (7,547) (10,553)
Accumulated other comprehensive income 2,186 573
Total shareholders’ equity ' 61,801 59,886
Total liabilities and shareholders’ equity . $ 608,722 $570,193

See Notes to Consolidated Financial Statements

Wayne Bancorp, Inc. 2001 Annual Report 6




Financial Statements

Conseiicated Statements of Income and Comprehensive Income

(in thousands of dollars except per share data)

mierest Inceme
Interest and fees on loans
Interest on securities:
Taxable
Nontaxable
Other interest income

Total interest income
interest Ixpense
Interest on deposits
Interest on federal funds purchased and repurchase agreements
Interest on Federal Home Loan Bank advances
and other borrowed funds

Total interest expense

Net [nlerest Income

Provision for loan losses
Net (nterest Incomme After Provisien For lozn Losses
Clrer Intome

Service charges and fees on deposit accounts

Income from fiduciary activities

Net gain on sale of loans

Net gain on sale of securities
Other non-interest income

Total other income
Clher Exnenses
Salaries and employee benefits
Occupancy and equipment
Other operating expenses
Total other expenses

[meome Before (ncome Tax Expense

Tor,

moome Tax Expense
et income
Strer Comnprehensive [nceme, Net of Tax

Unrealized gain (loss) on available-for-sale securities arising during the period

Reclassification adjustment for amounts realized on
securities included in net income

Total other comprehensive income

Compresesive (ntome

See Notes to Consolidated Financial Statements

7 Wayne Bancorp, inc. 2007 Annual Report

Years Ended December 31,

$ 33,127 $ 33,069 $ 28,650
5,814 6,368 7,135
1,842 1,769 1,660
312 297 385
41,095 41,503 37,830
15,220 17,135 14,548
1,027 1,501 1,220
424 374 278
16,671 19,010 16,046
24,424 22,493 21,784
701 216 180
23,723 22,277 21,604
2,122 1,806 1,737
1,502 1,476 1,506
501 95 30

33 3 51

769 814 708
4,867 4,194 4,032
9,077 8,377 7,654
2,097 2,018 1,911
5,142 4,553 4,913
16,316 14,948 14,478
12,274 11,523 11,158

. 3,631 3398 3,303
$ 8643 § 8125 § 785
1,635 1,464 (2,414)
(22) (2) (34)
1613 1,462 (2,448)
\ $ 10,256 $ 9,587 § 5407
$ 183 $  1.69 $ 161
$ 183 $ 169 $ 161




Financial Statements

| Comsolidated Stetements of Cash Flows | |

(in thousands of dollars) Years Ended December 31,
Operating Activities
Net Income . $ 8,643 | $ 8125 $ 7,855
Adjustments to reconcile net cash provided by operating activities: ‘ 1
Provision for loan losses ‘ 701 216 180
Depreciation and amortization 1,159 1,419 1,331
Federal Home Loan Bank stock dividends (136) (138) (123)
Amortization of investment security premiums and accretion of discounts, net 324 338 724
Compensation expense on ESOP shares 1 157 84 146
Net deferred fees on loans | 50 (170) @71)
Net gain on sale of securities ‘ (33) (3 (51
Net gain on sale of loans ‘ (501) 95) (30)
Gain on sale of premises (25)
Loans originated for sale (44,052)
Proceeds from sales of loans held-for-sale © 32,352
Deferred income taxes (247) (253) )
Change in interest receivable 237 21y 345
Change in interest payable (198) 125 (48)
Other, net ‘ 610 (1,556) 203
Net cash from operating activities (959) . 7,881 10,256

Investing Activities
Securities available-for-sale: !
Purchases (75,070) (29,566) (47,268)

Proceeds from maturities and repayments 50,5601 36,050 57,773
Proceeds from sales ‘ 49 7,203 10,174

Net increase in loans C(12,917) (44,609) (32,669)

Proceeds from sales of portfolio loans : 26,208 466

Purchase of premises and equipment P51 (1,444) (1,683)

Proceeds from sale of premises 351

Net cash from investing activities (38,537) (6,158) (13,207)
Financing Activities

Net increase in deposits 29,998 9,763 26,672

Net change in short-term borrowings 3,005 4,857 (11,307)

Proceeds from Federal Home Loan Bank advances ‘ 4,950 13,300 12,000

Repayment of Federal Home Loan Bank advances (2,680) (10,073) (13,270)

Proceeds from other borrowed funds ‘ 137

Repayment of ESOP loan and other borrowed funds (214) 212) (200)

Cash dividends paid (2,657 (2,540) (2,398)

Cash paid in lieu of fractional shares on stock dividend (14)

Treasury stock purchased, net (4,113) (491D (8,976)

Net cash from financing activities ; 28,365 14,741 2,521

Net change in cash and cash equivalents ©(11,131) 16,464 (430)

Cash and cash equivalents at beginning of year 43844 27,380 27,810

Cash and cash equivalents at end of year ; $ 32,713 $ 43,844 $ 27,380
Supplemental disclosures of cash flow information

Cash basis payments for federal income taxes $ 4255 $ 3,740 § 3,105

Cash basis payments for interest expense © 16,870 18,885 16,094
Supplemental non-cash disclosure ‘

Stock issued for business purchase $ 86

ESGP obligation guaranteed by the Company 1,800

See Notes to Consolidated Financial Statements
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Financial Statements

| Comsolidated Stetements of Changes in Shareholders’ Equity ‘

(in thousands of dollars except per share data) Three Years Ended December 31, 2001
Accumulated
Unearned Other
Common Paid-In Retained Treasury isop  Comprehensive
Steck Capital Earnings Stock shares Income Total
Balance, January 1, 1999 $4917 $13310 $41989 $(2,308) § (400)  $1559  $59,067
Net income 7,855 7,855
Cash dividends ($.57 per share) (2,795) (2,795)
Purchase of treasury stock (260,533 shares) (8,976) (8,976)
Dividends reinvested (13,544 shares) 397 397
Shares earned under ESOP (4,546 shares) (54) 200 146
Change in estimated fair value of
securities available-for-sale (2,448) (2,448)
Balance, December 31, 1999 4,917 13,256 47,049 (10,887) (200) (889) 53,246
Net income 8,125 8,125
Cash dividends ($.61 per share) (2,942) (2,942)
Purchase of treasury stock (26,386 shares) (491) (491)
Dividends reinvested (24,270 shares) (423) 825 402
Shares earned under ESOP (4,545 shares) (116) 200 84
Change in estimated fair value of
securities available-for-sale 1,462 1,462
Balance, December 31, 2000 4917 13,140 51,809 (10,553) 0 573 59,886
Net income 8,643 8,643
Cash dividends ($.65 per share) (3,050 (3,050)
5% stock dividend (220,963 shares) (6,423) 6,423
Cash paid in Lieu of fractional shares on
5% stock dividend (14) (14)
Purchase of treasury stock (185,731 shares) (4,113) (4,113)
Dividends reinvested (17,723 shares) (170) 563 393
Common stock acquired pursuant
to ESOP (81,392 shares) (1,800) (1,800)
Shares earned under ESOP (6,783 shares) 8 149 157
Purchase of Chippewa Valley Title
Agency, Inc. (4,000 shares) (47) 133 86
Change in estimated fair value of
securities available-for-sale 1,613 1,613
Balance, December 31, 2001 $4917 §13,148 $50,748 § (7,547) §(1,651) $2,18  $61,.801

See Notes to Consolidated Financial Statements

9 Wayne Bancorp, Inc. 2001 Annual Report




Nature of Opersiions ]

Wayne Bancorp, Inc. (WBC) is a multi-bank holding company.
Its bank subsidiaries, Wayne County National Bank (WCNB) and
Chippewa Valley Bank (CVB), conduct general commercial banking
business, while its non-bank subsidiary, MidOhio Data, Inc. (MID)
performs proof operations for WCNB. Chippewa Valley Title Agency,
Inc., (CVT) a wholly-owned subsidiary of WCNB, performs services
related to title insurance for the bank subsidiaries.

WCNB acquired CVT, effective March 31, 2001, by issuing 4,200
shares of its stock to purchase the assets of CVT. The acquisition was
accounted for as a purchase.

The Company’s bank subsidiaries operate in the single industry
of commercial and retail banking. While these subsidiaries offer a
wide variety of products and services, they are all deemed to be part
of commercial and retail banking. Therefore, internal financial
information is primarily reported and aggregated in one line of
business, banking.

The Company has 21 banking locations in Wayne, Holmes,
Medina and Stark counties in Chio. Through this branch network,
the Company provides a wide variety of services to businesses,
individuals, institutional and governmental customers. These services
include commercial and personal checking accounts, savings and
time deposits, business and personal loans, real estate loans, leases,
safe deposit facilities, telephone banking and online banking.
Substantially, all loans are secured by specific identified collateral
including business assets, consumer assets and real estate.
Commercial loans are expected to be repaid from cash flow from
operations of businesses. Real estate loans are secured by both
residential and commercial real estate.

The Company operates an Investment and Trust Services Group
which offers comprehensive trust administrative services, and
agency, trust and investment services to individuals, corporations,
partnerships, institutions and municipalities. In addition, the
Company provides retail investment services, including mutual funds
and annuities as well as discount brokerage services which offer
stock trading services to customers.

Y summary of Significant Accounting Pelides |

Principles of Consolidation

The consolidated financial statements include the accounts of
Wayne Bancorp, Inc. and its wholly-owned subsidiaries, WCNB, CVB
and MID, as well as WCNB's wholly-owned subsidiary CVT, collec-
tively referred to as the “Company.” All significant intercompany
transactions have been eliminated.

Use of Estimates in the Preparation of Financial Statements
To prepare financial statements in conformity with accounting
principles generally accepted in the United States of America,
Management makes estimates and assumptions based on available
information. These estimates and assumptions affect amounts
reported in the financial statements and disclosures provided, and
future results could differ. The collectibility of loans, fair value of
financial instruments and the status of contingencies are particularly
subject to change.

Cash Flows

Cash and cash equivalents includes cash, deposits with other
financial institutions and federal funds sold. Net cash flows are
reported for loan and deposit transactions.

Securities

Securities are classified as held-to-maturity and carried at amor-
tized cost, when Management has the positive intent and ability to
hold them to maturity. Securities are classified as available-for-sale
when they may be sold prior to maturity. Securities available-for-sale
are carried at fair value with unrealized holding gains and losses
reported in accnmulated other comprehensive income. Other secu-
rities such as the Federal Reserve Bank stock and Federal Home
Loan Bank stock are carried at cost.

Interest income includes amortization of purchase premiums
and accretion of discounts. Gains or losses are calculated based on
the amortized cost of the specific security sold. Securities are written
down to fair value when a decline in fair value is not temporary.

loans

Loans that Management has the positive intent and ability to hold
for the foreseeable future or until maturity or payoff are reported at
principal balances outstanding, net of deferred loan fees and costs,
and an allowance for loan losses. Management from time to time
may elect to sell pools of portfolio loans for interest rate risk
purposes. Loans held-for-sale are reported at the lower of cost or
market on an aggregate basis.

Interest income is reported on the interest method and includes
amortization of net deferred loan fees and costs over the term of the
loan. Interest income is not reported if full loan payment is in
doubt, typically when the loan is impaired or payments are past due
over 90 days. Payments received on such loans are reported as
principal reductions.

Allowance for Loan Losses

The allowance for loan losses is a valuation allowance for
probable incurred credit losses, increased by the provision for loan
losses and recoveries of loans previously charged off and decreased
by loans charged off. Management estimates the allowance balance
required using past loan loss experience, the nature and volume of
the portfolio, information about specific borrower situations and
estimated collateral values, economic conditions, and other factors.
Allocations of the allowance may be made for specific loans, but the
entire allowance is available for any loan that, in Management’s
judgment, should be charged-off. Loan losses are charged against
the allowance when Management believes the uncollectibility of a
loan balance is confirmed.

Aloan is impaired when full payment under the loan terms is not
expected. Impairment is evaluated in total for smaller balance loans
of similar nature such as residential mortgage, consumer, and on an
individual loan basis for other loans. If a loan is impaired, a portion
of the allowance is allocated so that the loan is reported, net, at the
present value of estimated future cash flows using the loan’s existing
rate or at the fair value of collateral if repayment is expected solely
from the collateral.

Wayne Bancorp, Inc. 2001 Annual Report 10




other Rez! Estate

Other real estate is recorded at the lower of cost or fair value,
less estimated costs to sell. Any reduction from the carrying value of
the related loan to fair value at the time the property is acquired is
accounted for as a loan charge-off. Any subsequent reductions in the
fair value is reflected in a valuation allowance through a charge to
other real estate expense. Expenses incurred to carry other real
estate are charged to operations as incurred. There was no other
real estate held at December 31, 2001 and 2000.

Premises and Equipment

Premises and equipment are stated at cost less accumulated
depreciation, while land is stated at cost. Depreciation is computed
on a straight-line method over the estimated useful life of the asset.
Assets are reviewed for impairment when events indicate the carrying
amount may not be recoverable. Maintenance and repairs are charged
to expense as incurred and major improvements are capitalized.

Servicing Assels

Servicing assets represent purchased rights and the allocated
value of retained servicing rights on loans sold. Servicing assets are
expensed in proportion to, and over the period of, estimated net
servicing revenues. Impairment is evaluated based on the fair value
of the assets, using groupings of the underlying loans as to interest
rates and then, secondly, as to the geographic and prepayment char-
acteristics. Any impairment of a grouping is reported as a valuation
allowance.

Gooltwill

Goodwill is the excess of purchase price over identified tangible
net assets from business acquisitions. Goodwill is included in other
assets and is recorded at cost, less accumulated amortization.
Goodwill is amortized over its estimated useful life of 15 vears.
Goodwill at December 31, 2001 and 2000 totaled $748 thousand
and $829 thousand respectively, net of accumulated amortization of
$3.38 million and $3.36 million respectively.

Trust Growp Assets and [ncome

Assets held by the Company in a fiduciary or other capacity for
its trust custorers are not included in the accompanying consolidated
financial statements since such items are not assets of the Company.
Fee income on fiduciary activities is accrued based on expected
fees to be collected from various fiduciary accounts. These fees are
primarily based on, among other things, a fixed regular fee, 2
percentage of assets managed, and a percentage of the earnings on
trust assets.

Repurchase Agreements

Substantially all repurchase agreement liabilities represent
amounts advanced by various customers. Securities are pledged to
cover these liabilities, which are not covered by federal deposit
insurance.

Stecl Compensation

Employee compensation expense under stock option plans is
reported only if options are granted below market price at grant
date. Pro forma disclosures of net income and earnings per share
are shown using the fair value method of Statement of Financial
Accounting Standards (SFAS) No. 123 to measure expense.

11 Wayne Bancorp, Inc. 2001 Annual Report

Income Taxes

Income tax expense s the total of the current year income tax
due or refundable and the change in deferred tax assets and liabili-
ties. Deferred tax assets and liabilities are the expected future tax
amounts for the temporary differences between the carrying amounts
and tax bases of assets and liabilities, computed by using enacted tax
rates. A valuation allowance, if needed, reduces deferred tax assets
to the amount expected to be realized.

Finzncial Instruments

Financial instruments include off-balance sheet credit instruments,
such as commitments to make loans and standby letters of credit,
issued to meet customers’ financing needs. The face amount for
these items represents the exposure to loss, before considering
customer collateral or ability to repay. Such financial instruments are
recorded when they are funded.

tmployee Stock Ownership Plans

The cost of shares issued to the Employee Stock Ownership Plan
(ESOP), but not vet committed to be allocated to participants, is
shown as a reduction of shareholders’ equity. Compensation expense
is based on the market price of the shares as they are committed to
be released to participant accounts. Dividends on allocated ESOP
shares reduce retained earnings; dividends on unearned ESGP
shares reduce debt and accrued interest.

Treasury Stoclt

Treasury stock is carried at the cost of the shares acquired. The
Company periodically reissues these treasury shares for its Dividend
Reinvestment Plan. The shares reissued from the treasury stock
account are removed at the average cost of the shares. If the treasury
stock is issued at a price in excess of the average cost (gain), the
excess is recorded as an addition to paid-in capital. If the treasury
stock is issued at a price less than the average cost (loss), the defi-
ciency is recorded as a reduction of any paid-in capital related to
previous re-issuances or retirements of treasury stock. If the balance
in paid-in capital from treasury stock is insufficient to absorb the
deficiency, the remainder is recorded as a reduction of retained
earnings.

Stock Dividends

Stock dividends are reported by transferring the market value of
the shares issued from treasury stock to retained earnings. On
November 21, 2001, the Board of Directors declared a 5% stock
dividend payable on December 28, 2001, resulting in the issuance of
220,963 shares.

Farnings Per Commen Share

Basic earnings per common share is net income divided by the
weighted average number of common shares outstanding during the
period. ESOP shares are considered outstanding for this calculation
unless unearned. Diluted earnings per common share includes the
dilutive effect of additional potential common shares issuable under
stock options. Earnings and dividends per share are restated for all
stock splits and dividends through the date of issue of the financial
statements. '




Comprehensive Income

Comprehensive income consists of net income and other
comprehensive income. Other comprehensive income includes
unrealized gains and losses on securities available-for-sale which are
also recognized as separate components of equity.

Dividend Reinvestment Plan

The Company maintains a dividend reinvestment plan whereby
the Company’s shareholders are eligible to acquire new common
shares of stock at 100% of the current estimated fair market value
in lieu of receiving cash dividends. Shareholders can have all or part
of their normal cash dividends reinvested in the Company’s stock.
During 2001 and 2000, 17,723 and 24,270 shares of stock were
allocated under this plan in lieu of cash dividends of $393 thousand
and $402 thousand. The Company can either acquire these shares
on the open market to fund its obligation, or use shares held as
treasury stock. Stock issued from treasury is transferred at the
market value of the stock.

Loss Contingendies

Loss contingencies, including claims and legal actions arising in
the ordinary course of business, are recorded as liabilities when the
likelihood of loss is probable and an amount or range of loss can be
reasonably estimated. Management does not believe there now are
such matters that will have a material effect on the financial statements.

Restrictions on Cash

Cash on hand or on deposit with the Federal Reserve Bank of
$7.7 million and $6.7 million was required to meet regulatory
reserve and clearing requirements at December 31, 2001 and 2000.
These balances do not earn interest.

Dividend Restrictions

Banking regulations require maintenance of certain capital levels
which may limit the amount of dividends paid by the bank subsidiaries
to the holding company or the holding company to shareholders.
See Note #15 for regulatory capital requirements and dividend
restrictions.

Falr Values of Financial Instruments

Fair values of financial instruments are estimated using relevant
market information and other assumptions, as more fully disclosed
separately. Fair value estimates involve uncertainties and matters of
significant judgment regarding interest rates, credit risk, prepay-
ments, and other factors, especially in the absence of broad markets
for particular items. Changes in assumptions or in market conditions
could significantly affect these estimates. The fair value of estimates
of existing on- and off-balance sheet financial instruments does not
include the value of anticipated future business or the values of
assets and liabilities not considered financial instruments.

New Accounting Pronouncements

A new accounting standard requires all business combinations to
be recorded using the purchase method of accounting for any trans-
action initiated after June 30, 2001. Under the purchase method,
all identifiable tangible and intangible assets and liabilities of the
acquired company must be recorded at fair value at date of acquisi-
tion, and the excess of cost over fair value of net assets acquired
is recorded as goodwill. Identifiable intangible assets must be

separated from goodwill. Identifiable intangible assets with finite
useful lives will be amortized under the new standard, whereas
goodwill, both amounts previously recorded and future amounts
purchased, will cease being amortized starting in 2002. Annual
impairment testing will be required for goodwill with impairment
being recorded if the carrying amount of goodwill exceeds its
implied value. Adoption of this standard on January 1, 2002 will
result in lower amortization expense of $81 thousand for the year
ending December 31, 2002.

Reclassifications

Certain reclassifications have been made to amounts previously
reported to conform with the current financial statement presentation.

Securiiles

The summary of amortized cost and fair values of securities
available-for-sale were as follows:

Gross Gross

December 31, 2001 Amortized  Unrealized Unrealized Fair
(dollars in thousands) Cost Gains Losses Value
U.S. Treasury $ 17549 § 486 $ $ 18,035
Federal agency

obligations 44,031 820 (12) 44,839
Mortgage-backed

securities 11,966 241 12,207
Obligations of states and

political subdivisions 55,027 1,072 (68) 56,031
Corporate obligations 30,076 919 30,995
Other securities 3,136 28 (173) 2,991

$161,785  $3566  $(253) $165,098
Gross Gross

December 31, 2000 Amortized  Unrealized Unrealized Fair
(dollars in thousands) Cost Gains Losses Value
U.S. Treasury $ 22642 $ 203 $ (27) § 22818
Federal agency

obligations 28,882 315 (51) 29,146
Mortgage-backed

securities 9,344 60 a7 9,387
Obligations of states and

political subdivisions 39,312 485 (65) 39,732
Corporate obligations 34,353 172 47) 34,478
Other securities 2,947 32 (191) 2,788

$137,480  $1267  $(398) $138,349

During 2001, 2000 and 1999, proceeds from the sales of securi-
ties available-for-sale were $49 thousand, $7.2 million and $10.2
million with gross gains of $33 thousand, $9 thousand and $54
thousand, there were no losses in 2001, however gross losses of $6
thousand and $3 thousand were included in earnings for 2000 and
1999 respectively.
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The amortized cost and estimated fair value of the securities at
December 31, 2001 by contractual maturity are shown below.
Expected maturities may differ from the contractual maturities
because borrowers may have the right to call or prepay the obliga-
tions with or without call or prepayment penalties.

Amortized Fair

(dollars in thousands) Cost Value
Due in one year or less $ 31,003 $ 31,614
Due after one year through five years 90,206 92,635
Due after five years through ten years 20,603 20,871
Due after ten vears 4,781 4,780
146,683 149,900
Mortgage-backed securities 11,966 12,207
Other securities 3,136 2,991
$161,785  $165,098

Securities were pledged to secure public and trust deposits,
securities sold under agreements to repurchase, and for other
purposes required or permitted by law. Such pledged securities at
December 31, 2001 and 2000 had a carrying amount of $83.2
million and $62.9 million, respectively.

f LOAMS

The composition of the loan portfolio at December 31 was
as follows:

(dollars in thousands) i &20 ;
Commercial $ 224,743 $ 177,741
Real estate 103,896 129,092
Consumer instaliment 44,544 52,819
Home equity 13,758 13,940
Direct lease financing 1,175 1,869
Other loans 201 227
Gross loans 388,317 375,688
Less: Net deferred loan fees (672) (622)
Unearned income on leases (161) (226)
Total loans $ 387,484 $ 374,840

The Banks have granted loans to the officers and directors of the
Company and its subsidiaries and their related business interests.
The aggregate dollar amount of these loans was $9.6 million and
$6.2 million at December 31, 2001 and 2000, respectively. During
2001, $9.8 million of new loans and advancements were made and
the repayments on loans to these parties totaled $6.4 million.

Impaired loans were as follows:

(dollars in thousands)

Year-end loans with no allocated

allowance for loan losses $ 0 $ 0
Year-end loans with allocated

allowance for loan losses 1,250

Total $ 1,250 $ 0

Amount of the allowance for loan

losses atlocated $ 452 $ 0
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(dollars in thousands)

Average impaired loans

during the year $ 811 $0 $0
Interest income recognized

during impairment 82 0 0
Cash-basis interest income

recognized 81 0 0

Nonperforming loans were as follows:

{dollars in thousands)

Loans past due over 90 days

and accruing interest $ 217 $ 226
Non-accrual loans 800
e — — 1
R Allowance for Loan Lesses j

A summary of the activity in the allowance for loan losses is
as follows:

(dollars in thousands)

$ 5343

Balance at beginning of year $5197  $4916
Loans charged off (421) (234) (261)
Loan recoveries 198 164 362
Provision for loan losses 701 216 180
Balance at end of year _$5821  $5345  $5197

T8 Servicng Assels

(dollars in thousands)

Servicing rights
Beginning of year $ 261 $
Additions 320 261
Amortized to expense 56 ]
End of vear $ 525 $ 261

Premises and Equipment !

A summary of the premises and equipment balances at
December 31 was as follows:

(dollars in thousands) : 2001 N 000 "
Land $ 2571 $ 2,466
Premises and leasehold improvements 10,412 9,961
Furniture and equipment 8,829 8,248
21,812 20,675
Less accumulated depreciation (11,999) (11,055)
Balance at end of year _$ 9813 $ 9,020

Depreciation expense was $992 thousand in 2001, $1.08 million
in 2000, and $1.01 million in 1999.



B} oepesits ]

Time certificates of deposit with a balance of $100,000 or more
were $46.1 million and $31.0 million at December 31, 2001 and
2000 respectively. Interest expense on these deposits was $1.60
million, $1.61 million and $1.37 million for 2001, 2000, and 1999,
respectively.

At year-end 2001, stated maturities on time certificates of deposit
were as follows:

(dollars in thousands)

2002 $ 110,411
2003 51,229
2004 22,364
2005 8,757
2006 : 2,929

$ 195,690

B} sormowings ]

Short-term borrowings consist of securities sold under agreements
to repurchase, which are financing arrangements. Physical control is
maintained for all securities sold under agreements to repurchase.
Securities sold under agreements to repurchase totaled $33.6 million
and $30.5 million, at December 31, 2001 and 2000, respectively.

Information concerning securities sold under agreements to
repurchase was as follows:

(dollars in thousands)

$ 29,959
Average interest rate during the year 3.37% 5.32%

Maximum month-end balance
during the year

Average month-end balance during the year $ 27,073

$ 33,635 $32,057

Securities underlying these agreements at year-end were as
follows:

(dollars in thousands) B 2000;
Amortized cost of securities $37,921 $ 35,587
Fair value of securities 38,979 35,831

Included in Federal Home Loan Bank advances and other
borrowed funds are fixed rate advances from the Federal Home
Loan Bank (FHLB) of Cincinnati, as well as an assumption of debt
due on the purchase of land. Principal balances on the FHLB
advances at December 31, 2001, and 2000 were $6.8 million and
$4.5 million. Interest expense on these borrowings for the years
ending December 31, 2001 and 2000 was $289 thousand and $320
thousand. The weighted average interest rate on these advances is
5.01% and 6.53%. These advances were collateralized by $8.5
million and $6.1 million of WCNB’s one-to-four family residential
real estate loans and FHLB stock of $1.5 million and $1.4 million at
December 31, 2001 and 2000. The principal balance on other
borrowed funds was $112 thousand and $126 thousand at
December 31, 2001 and 2000.

The principal repayments due on these borrowings were as
follows at December 31, 2001:

(dollars in thousands)

2002 $ 5,499
2003 1,316
2004 17
2005 19
2006 20
Thereafter 25

$ 6,896

Disclesure Abeut Fair Velve of Flnanelal
Instrurments

|
l
\'

The estimated fair value approximates carrying value for all
financial instruments except those described below:

Securities

Fair values are based on a quoted market price, if available. If a
quoted market price is not available, fair value is estimated using
quoted market prices for similar instruments.

Loans and leases

The fair value of fixed rate loans is estimated by discounting
future cash flows using current rates at which similar loans would
be made to borrowers with similar credit ratings and for the same
remaining maturities. Leases are not considered financial instru-
ments under generally accepted accounting principles and,
therefore, are not included in the following schedules.

Depaesits

Fair values for deposit liabilities with defined maturities are
based on the discounted value of future cash flows expected to be
paid, using the current rate offered for similar deposits with the
same remaining maturities.

Long-term Debt
The fair value of long-term debt is estimated by discounting
future cash flows using currently available rates for similar financing.

Commitments o Extend Credit and Standby Letters
of Credit

The fair value of off-balance sheet loan commitments is
considered nominal.

Wayne Bancorp, Inc. 2001 Annual Report 14




The estimated fair values of the Company’s financial instruments
were as follows:

Estimated Estimated
Carrying Fair Carrying Fair
(dollars in thousands) Amount Value Amount Value

Finamcial Assets:

Cash and cash equivalents § 32,713 $§ 32,713 § 43,844 § 43844
Securities available-forsale 165,098 165,098 138,349 138349
Loans held-for-sale 11,881 11,881

Net loans, excluding leases 387,142 391,541 367,904 367,931

Accrued interest receivable 4,247 4,247 4,485 4,485

Financial Liabilities:

Deposits (501,576) (505,804) (471,578) (472,043)
Short-term borrowings (33,635)  (33,635) (30,540)  (30,540)
Federal Home Loan Bank
advances and other
borrowed funds (6,896) (7,064  (4,640)  (4,656)
ESOP loan (1,800) (1,890) (200) (200)
Accrued interest payable (1,530)  (1,530)  (1,729)  (1,729)

§§3 imoloyee Benefit Plans

The Company sponsors a non-contributory Employee Stock
Ownership Plan (ESCP), and a 401 (k) plan, in which all salaried
employees with one vear or more of service participate. Discretionary
contributions to the ESOP are made by the Company’s subsidiaries.
For the years presented contributions were made in an amount
equal to 6% of the aggregate compensation paid in each year to all
eligible participants. The 401 (k) is funded through a salary reduc-
tion program, as well as a matching portion funded by the respective
subsidiaries. The plan policy allows the Company to match up to
50% of the employee’s contribution, up to the first 6%. The ESOP
has received a favorable determination letter from the Internal
Revenue Service on the qualified status of the ESOP under applicable
provisions of the Internal Revenue Code. Actual contributions paid
to the plans, by the Company, for the three years ending December
31, were as follows:

(dollars in thousands)

401(K) $143 $13¢  $ 131
ESOP 368 361 329
$ 511 $ 495 $ 460

In April 1998 and again in February 2001, the ESOP borrowed
funds from an unrelated financial institution to acquire common
shares of the Company, The loan is secured by the shares purchased
with the proceeds, and will be repaid from discretionary contribu-
tions to the ESOP and earnings on the ESOP assets. The current
loan is also guaranteed by WBC. The shares purchased with the loan
proceeds are held in a suspense account for allocation among
participants as the loan is repaid. As payments are made and shares
are released from the suspense account, such shares will be validly
issued, fully paid and nonassessable. At December 31, 2001 and
2000 the loan balance was $1.8 million and $200 thousand,
respectively.
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As shares are committed to be released for allocation, the
Company reports compensation expense equal to the current market
price of the shares, and shares become outstanding for earnings per
share computations. Dividends on allocated shares are recorded as a
reduction of retained earnings; dividends on unallocated shares are
recorded as a reduction of debt and accrued interest. ESOP compen-
sation expense related to leveraged shares was $157 thousand in
2001, $84 thousand in 2600 and $146 thousand in 1999. The ESOP
shares as of December 31, 2001 and 2000 were as follows.

2000

Allocated shares 165,068 150,800
Shares committed to be

released for allocation 6,783 13,637

Unreleased shares 74,609 0

246,460 164,437

Fair value of unreleased shares $ 1,641,000 0

The Company established an incentive stock option plan in 1999
that covers directors and certain officers of the Company. Under this
plan, options to purchase stock have been granted to these directors
and officers. This plan provides for the issue of up to 525,000 options.
Exercise price is the market price at the date of grant. The maximum
option term is ten years, options issued to directors are vested immedi-
ately, while options issued to certain officers vest over a three-year
period. In the event, however, of a change in control, options issued
to these officers become fully vested and exercisable immediately.

A summary of the activity in the plan is as follows:

Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price  Shares  Price
Outstanding at
beginning
of year 79,695  $2556 54,705 $30.08 0 $ 0.00
Granted 57,400 21.00 24,990 1567 54,705  30.08
Exercised 0 0.00 0 0.00 0 0.00
Forfeited (3,990)  32.86 0 0.00 0 0.00
Outstanding at
end of year 133,105  $23.37 79,695 $25.56 54,705 $30.08
Options
exercisable
at year-end 81,820 $25.61 42840 $27.61 21420 $29.29
Remaining options
available
for grant 391,895 445,305 470,295



Options outstanding at year-end 2001 were as follows: INceme Tanes ﬁ‘
szfrztgeed Income tax expense and related balance sheet accounts were
Remaining as follows:
Exercise Number Contractual Number
Price Outstanding Life Exercisable (dollars in thousands) [ 2001 2000 1999
$14.76 15,540 9 years 0 Federal current $3,878  $3,651  $3308
17.14 9,450 9 years 9,450 Federal deferred (benefit) (247) (253) (5)
24.76 18,795 8 years 9,450
32.86 31,920 7 vears 31,920 The sources of gross deferred tax assets and gross deferred tax
$23.57 133,105 8.8 years 81,820 liabilities at December 31, were as follows:

The following table presents the fair value of options granted
using the Black-Scholes option pricing model along with the
assumptions used in the computation.

Risk Free Expected
Fair Value Interest Expected Expected Stock Price
Date of Grant of Options  Rate Life Dividends Volatility

January 6,1999  §9.72  459% 75vears  2.00% 2521%
December 31,1999  7.21 573 7.5 vears 2,50 23.89
December 13,2000  3.60 533  75vears  4.13 28.15
December 20,2000 326 513  75vears  4.00 28.15
December 15, 2001 6.20 5.01 7.5 years 3.08 30.37

The following pro forma information presents net income and
earnings per share had SFAS No. 123 fair value method been used to
measure compensation cost for stock options. No compensation
expense was recognized for the years ended December 31, 2001,
2000 and 1999.

(dollars in thousands

except per share data) 2001 2000 :
Net income as reported $80643 $8125 $7.85
Pro forma net income 8,373 7,978 7,670
Basic earnings per common share

as report 1.83 1.69 161
Pro forma basis earnings per

common share 1.77 1.66 1.57
Diluted earnings per common share

as reported 1.83 1.69 1.61
Pro forma diluted earnings per

common share 1.77 1.66 1.57
KB other Operating Expenses ]

Other operating expenses include the following major categories
of expense:

(dollars in thousands) 2001 2000 717999‘
Data processing $ 910§ 729 $1,09
Franchise tax 628 551 641
Intangible amortization .81 335 317
Other operating 3,523 2,938 2,862
$5142  $4,555  $4913

[
L2001

(dollars in thousands) 2000

Items giving rise to deferred tax assets:
Allowance for loan losses in

excess of tax reserves $1,979  $1,531 $1.282
Employee benefits 312 266 373
Intangible assets 127 155 164
Unrealized loss on securities

available-for-sale 458
Other 3 5 2

2,421 1,957 2,279

Items giving rise to deferred tax liabilities:

Depreciation (145) (164 (189

FHIB stock dividend (234) (187) (140)

Leases (89 (193) (394)

Unrealized gain on securities

available-for-sale (1,126) (296)

Loan servicing (179)

Other (230) (116) (54)
(2,003) (956) (777)

Net deferred tax assets $ 418 $1001  $1,502

The Company has sufficient taxes paid in prior years to support
recording these deferred tax assets without a valuation allowance.

The reascns for the differences between income tax expense and
the amount computed by applying the statutory federal income tax
rates of 34% and 35% for the three years presented are as follows:

(dollars in thousands)

[ 2001

2000 1999

Tax at federal statutory rate $ 4,196  $3933 $3,794
Effect of tax-exempt income (482) (465) (447)
Effect of non-deductible -
goodwill amortization 29 67 61
Other (112) (137) (105)
$3631  $3398 $3303
Effective tax rate 29.58%  29.49%  29.60%
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BE} Commiiments and Contingencies

Some financial instruments, such as loan commitments, credit
lines, letters of credit and overdraft protection, are issued to meet
customers financing needs. These are agreements to provide credit
or to support the credit of others, as long as conditions established
in the contract are met, and usually have expiration dates.

Commitments may expire without being used. Off-balance-sheet
risk to credit loss exists up to the face amount of these instruments,
although material losses are not anticipated. The same credit poli-
cies are used to make such commitments as are used for loans,
including collateral at exercise of the commitment.

The contractual amounts of financial instruments with off-
balance-sheet risk were as follows at year end.

(dollars in thousands)

Commitments to extend credit $ 9,755 $ 32,207
Unused lines of credit 73,060 63,775
Standby letters of credit 1,513 1,156

Commitments to make loans are generally made for 60 days or
less. Included in commitments to extend credit at December 31,
2001 and 2000, were $10.3 million and $16.2 million in fixed rate
loans with interest rates ranging from 6.0% to 7.5% in 2001, and
9.5% to 11.0% in 2000. Maturities range from 3 to 15 years for
both 2001 and 2000.

The Company has entered into employment agreements with
certain officers of the Company and its affiliates. The term of the
agreements are ten years. The employment agreements provide that
in the event of a “change in control” of Wayne Bancorp, Inc., the
officers would be entitled to benefits under the agreement.

§H regulatory Matters J‘

Dividends are paid by the Company from its assets which are
mainly provided by dividends from its subsidiaries. However, certain
restrictions exist in regard to the ability to transfer funds to the
Company in the form of dividends. The approval of the Comptroller
of the Currency, for WCNB, and the Federal Reserve Board, for CVB,
is required in order to pay dividends in excess of earnings retained
in the current year plus retained earnings from the preceding two
vears. At year-end 2001, the amount of retained earnings available
for dividends without this approval is $4.8 million for WCNB and
$1.9 million for CVB.

The Company and its subsidiaries are subject to regulatory
capital requirements administered by federal banking agencies.
Capital adequacy guidelines and prompt corrective action regulations
involve quantitative measures of assets, liabilities and certain off-
balance sheet items calculated under regulatory accounting practices.
Capital amounts and classifications are also subject to qualitative
judgments by regulators about components risk weightings, and
other factors, and the regulators can lower classifications in certain
cases. Failure to meet various capital requirements can initiate regu-
latory action that could have a direct material effect on the financial
statements. The prompt corrective action regulations provide five
classifications, including well capitalized, adequately capitatized,
undercapitalized, significantly undercapitalized, and critically under-
capitalized, although these terms are not used to represent overall
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financial condition. If adequately capitalized, regulatory approval is
required to accept brokered deposits. If undercapitalized, capital
distributions are limited, as is asset growth and expansion, and plans
for capital restoration is required. The minimum requirements are:

Capital to Risk- Tier 1 Capital to

Weighted Assets Average Assets
Total Tier 1
Well capitalized 10% 6% 5%
Adequately capitalized 8 4 4
Undercapitalized 6 3 3

At vear-end, consolidated and Bank only actual capital levels and
minimum required levels were as follows:

To Be Well
For Capital Capitalized Under
Adequacy Prompt Corrective
(dollars in thousands)  Actual Purposes Action Provisions

Amount Ratio  Amount Ratio Amount Ratio

As of December 31, 2001:
Total Capital (to Risk Weighted Assets)

Consolidated ~ §64,077 154% $33,293 80% $41,617 10.0%
WCNB 47584 150 25351 8.0 31,688 100
(VB 13,801 139 7970 8.0 9962 10.0

Tier 1 Capital (to Risk Weighted Assets)

Consolidated $58,867 14.2% $16,647 4.0% $24970 6.0%
WCNB 30868 126 12675 40 19013 60
CVB 12,553 126 3985 4.0 5977 6.0

Tier 1 Capital (to Average Assets)

Consolidated $58,807 9.8% 823976 4.0% $29970 5.0%
WCNB 39868 92 17337 40 21671 50
CVB 12,553 75 6,700 4.0 8375 5.0

As of December 31, 2000
Total Capital (to Risk Weighted Assets)

Consolidated $63,308 164% $30827 80% $38534 10.0%
WCNB 47399 158 23940 8.0 29925 100
CVB 12,240 132 7396 8.0 9,245 10.0

Tier 1 Capital (to Risk Weighted Assets)
Consolidated $58.485 152% $15413 4.0% $23,120 6.0%
WCNB 36,156 12.1 11,970 4.0 17,955 6.0
CVB 11,082 120 3698 4.0 5547 6.0

Tier 1 Capital (to Average Assets)

Consolidated $58485 105% $22344 4.0% $27930 5.0%
WCNB 36,156 8.8 16,446 4.0 20,557 5.0
CVB 11,082 73 6,055 4.0 7,569 5.0

At year-end 2001 and 2000, the Company and subsidiaries were
categorized as well capitalized. Management is not aware of any
conditions subsequent to year-end that would change the Company’s
or the Banks’ capital category.




Years Ended December 31,
(dollars in thousands) | 2001 pL 1999

Wayne @@@@@@?0 Ine. (Parent Company Statements of Cash Flows
Only) Fnenclal Information

Balance Sheels Operating Activities
Years Ended December 31, Net income $ 8643 § 8125 $ 7855

Adjustments to reconcile net income
to net cash provided by operating

(dollars in thousands)

Assets activities (equity in undistributed
Cash § 1975 $ 2,104 earnings) distributions in excess of
Securities available-for-sale 734 664 earnings of subsidiaries (5,558) (4,713} 3,672
Subordinated note from subsidiary 3,750 7,500 Other, net (133) (266) (75)
Investment in subsidiaries 56,713 49,551 Net cash from operating activities 2,952 3,146 11,452
Other assets 989 442
Investing Activities
Total ts 64,161 60,261
? . fﬁs_se _ $ = Purchase of securities available-for-sale ~ (96) & (24)
Liabilities o § 2,360 5 375 Proceeds from sales and maturities of
Shareholders’ equity 61,801 59,886 securities available-for-sale 49 69 200
Total liabilities and Capitalization of MidOhio Data, Inc. (850)
shareholders’ equity $ 64,161 $60,261 Proceeds from repayment of
subordinated note from subsidiary 3,750 2,500
Statements of Income Net cash from investing activities 3,703 2,561 (674)

Years Ended December 31,

» Financing Activities
(dollars in thousands) 2001 2000 1999 8

— ; Net change in short-term borrowings (605) 605
Dividends from subsidiaries $ 5,107 $ 2,942 $11,087 Cash dividends pald (2,657) (2,540) (2,398)
Other income 394 599 632 Cash paid in lien of fractional shares

3,501 3,541 11,719 on 5% stock dividend (14)

Other expenses 608 190 286 Treasury stock purchased, net (4,113) 491y  (8,976)
Income before income taxes and equity Net cash from financing activities (6,784)  (3,636) (10,769)
in undistributed earnings of subsidiaries 2,893 3,351 11,433 Net change in cash (129) 2071 9
Federal income tax (benefit) (192) (61) (94) Cash at beginning of year 2104 33 2%

5,085 3412 11,527 Cash at end of year $1975 $ 2104 § 33

Equity in undistributed earnings
(distributions in excess of earnings)
of subsidiaries 5,558 4713 (3,672)

Net income $8643 $8125 § 7,855
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Bt carnings Pe; Commen Share

The factors used in the earnings per commeon share computa-

tions were as follows:

{dollars in thousands
except per share data)

2000 1999

2001

Basic
Net income
Weighted average common
shares outstanding
Less: average unallocated
ESOP shares
Average shares

Basic earnings per common share

Diluted
Net income
Weighted average common shares

outstanding for basic earnings
per common share

Add: diluted effects of assumed
exercises of stock options

Average shares and dilutive potential

common shares

Diluted earnings per common share $

$ 8643 $ 8125 § 7,855

4,782,252 4,819,329 . 4,887,118

(58513)  (2,969)  (7,743)
4,723,739 4,816,360 4,879,375
$ 18 $§ 169 § 161

$ 80643 $ 8125 $ 7,855

4,723,739 4,816,360 4,879,375

4,802 105
4728541 4816465 4879375
18 § 169 § 161

Stock options for 50,715, 64,155 and 54,705 shares of
common stock were not considered in computing diluted earnings
per common share for 2001, 2000 and 1999 because they were

antidilutive.
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BB Quartedy Finandiel Date (Unaudited)

|

Net Net Earnings

(doflars in thousands  Interest  Interest Net Per Share
except per share data) Income  Income Income  Basic Diluted
2001

First Quarter £10388 $5732 $1,922 $040 $040

Second Quarter 10,300 5,981 2,143 045 045

Third Quarter 10,235 6,095 2,212 047 047

Fourth Quarter 10,172 6,616 2,366 051 051
2000

First Quarter $ 9731 $5,538 §1800 $037 $037

Second Quarter 10,270 5,599 2,004 0.42 0.42

Third Quarter 10,612 5629 2,012 042 042

Fourth Quarter 10,891 5,882 2,309 048 048




Management oiscussion & Analysis

| (ntreduction ]

The following commentary represents Management’s discussion
and analysis of the Company’s financial condition and results of
operations. This review highlights the principle factors affecting
earnings during 2001, 2000 and 1999 and significant changes in the
consolidated balance sheets for the years ending December 31,
2001 and 2000. Financial information for prior years is presented
when appropriate. The objective of this financial review is to
enhance the reader’s understanding of the accompanying financial
statements and related information of the Company. This review
should be read in conjunction with the audited consolidated finan-
cial statements, footnotes, financial ratios and statistics and other
information contained in this report, and the Company’s 10-X.
Where applicable, Management's insights of known events and trends
are discussed that have or may reasonably be expected to have a
material effect on the Company's operations and financial condition.

Wayne Bancorp, Inc. is a locally managed and operated multi-
bank holding company whose bank subsidiaries include Wayne
County National Bank (WCNB) and Chippewa Valley Bank (CVB).
The Company also operates two non-bank subsidiaries, MidOhio
Data, Inc. (MID), a data processing company that performs proof
operations for WCNB, and Chippewa Valley Title Agency, Inc. (CVT),
a wholly-owned subsidiary of WCNB, that performs activities relating
to title insurance for the bank subsidiaries. These entities are collec-
tively referred to as the “Company.” The Company provides banking
and financial related services to individual and commercial
customers in Wayne, Holmes, Medina and Stark counties. The
Company’s deposits are insured by the Federal Deposit Insurance
Corporation, and both bank subsidiaries are members of the Federal
Reserve System. WCNB is subject to supervision, examination and
regulation by the Comptroller of the Currency, and CVB is subject to
supervision, examination and regulation by the Federal Reserve
Board and the Ohio Division of Financial Institutions. The Company
and MID are subject to supervision, examination and regulation by
the Federal Reserve Board.

Forward-Looking Statememts

When used in this document, the words or phrases “will likely
result,” “are expected to,” “will continue,” “is anticipated,” “esti-
mated,” “projected” or similar expressions are intended to identify
“forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995. Such statements are subject
to certain risks and uncertainties, including changes in economic
conditions in the Company’s market area, changes in policies by
regulatory agencies, fluctuations in interest rates, demand for loans
in the Company’s market area and competition that could cause
actual results to differ materially from historical earnings and those
presently anticipated or projected. Factors listed above could affect
the Company’s financial performance and could cause the
Company's actual results for future periods to differ materially from
any statements expressed with respect to future periods.

The Company does not undertake, and specifically disclaims any
obligation, to publicly revise any forward-looking statements to
reflect events or circumstances after the date of such statements or
to reflect the occurrence of anticipated or unanticipated events.

Financial Ratios for Five Years

2001 2000 1999 1998 1997

Rate of return on:

Average assets 150% 147% 147% 144% 119%
Average equity 1410 1455 1444 1260 1069
Beginning equity 1443 1520 1330 1310 11.09
As a percent of average assets:

Net interest income 424% 4.00% 4.07% 421% 432%
Non-interest income 08 076 075 074 075
Provision for loan losses 012 004 003 005 019
Non-interest expense 283 274 271 291 3.08
Dividends as a percent of

net income 3595 3621 3558 3195 3138

Other
Average loans to
average deposits
Net loan charge-offs
(recoveries) to average

84.08% 81.87% 76.88% 77.31% 78.71%

loans 0.06 0.02  (0.03) 008 008
Allowance to year-end
net loans 150 143 146 151 152
Average shareholders’ equity
to average assets 1064 1008 1018 1139 1113
Changes in average balances:
Total assets 393% 3.76% 4.806% 591% 581%
Shareholders’ equity 976 266 (628) 845 9.66
Loans 533 1118 732 330 10.58
Deposits 256 441 792 792 401
| Resulls of Operations ]

The Company’s net income for 2001 was $8.64 million, which is
an increase of $518 thousand, or 6.4% over 2000 net income of
$8.13 million, which increased $270 thousand, or 3.4% from net
income of $7.86 million in 1999. Net income per share, basic and
diluted, was $1.83 in 2001, compared to $1.69 in 2000 and $1.61
in 1999.

Return on average assets for 2001 was 1.50% compared to
1.47% for 2000 and 1999, while return on average equity was
14.10% in 2001, compared to 14.55% in 2000 and 14.44% in 1999.
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Net Interest Income

Net interest income, the primary source of earnings for the
Company, is the difference between interest and fee income gener-
ated on earning assets and the interest expense on deposits and
borrowed funds. Net interest income is affected by changes in inter-
est rates, the volume and composition of earning assets and paying
liabilities, as well as the balances in non-interest bearing deposit
accounts.

Total interest and fee income for 2001 was $41.1 million, which
decreased $400 thousand, or .9% from the $41.5 million earned in
2000, which increased $3.7 million, or 9.7% over the $37.8 million
earned in 1999. The most significant impact on the Company’s inter-
est income for all years presented is the changes in the prime rate
of interest and an increase in earning assets. Due to economic
weakness and recession concerns, the Federal Open Market
Committee (FOMC) lowered the target federal funds rate 475 basis
points through a series of 11 rate cuts during 2001. This is in
contrast to what happened in 2000 and 1999 when the FOMC
increased rates by 100 basis points and 75 basis points respectively.
As the prime rate of interest tends to change with the federal funds
rate, the prime rate experienced similar movements. Despite these
changes in the prime rate, the Company experienced strong growth
in the commercial loan area. However, since many of these loans
are tied to the prime rate, the interest earned on these loans will
fluctuate with changes in the prime rate. During 2001, the Company
experienced an increase in earning assets of $32.8 million, which
comprised an increase in loans of $24.5 million and an increase in
securities and federal funds sold of $8.2 million. During 2000,
earning assets increased by $25.4 million, consisting of an $18.3
million increase in loans and an increase in securities and federal
funds sold of $7.1 million. These changes in the composition of
earning assets, with respect to loan balances, are largely effected by
loan demand and market conditions, which can be impacted by a
variety of factors, including interest rates, economic forecasts and
the global economy. The tax equivalent yield on average earning
assets for 2001 was 7.73% compared to 8.13% in 2000 and 7.68%
in 1999. The decrease in yield for 2001 is primarily due to the
FOMC lowering the “benchmark” federal funds rate by 475 basis
points during the year.

Total interest expense for 2001 was $16.7 million, which
decreased $2.3 million, or 12.3% from interest expense of $19.0
million in 2000, which increased $3.0 million, or 18.5% from inter-
est expense of $16.0 million in 1999. The cost of funds on average
interest bearing deposits and borrowed funds was 3.77% at
December 31, 2001, compared to 4.44% at December 31, 2000
and 3.89% at December 31, 1999. Total interest bearing liabilities at
December 31, 2001 were $471.6 million, which increased $33.6
million from $438.0 million in 2000, which increased $15.5 million
from $422.5 million in 1999. The decrease in the cost of funds in
2001 is a result of the Company lowering rates on deposits in order
to maintain a strong net interest margin in response to the falling
rate environment.

The Company’s Asset/Liability Committee monitors the maturity
structure and rates of all inferest earning assets and interest bearing
liabilities to maintain stability in the net interest income. Like many
banks, the Company operates with a negative one-year GAP position,
where interest bearing Liabilities subject to repricing exceed interest
bearing assets subject to repricing within the one-vear period. Due
to the declining rate environment during 2001, and the negative
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one-year GAP position, the Company experienced an increase in the
net interest spread, which is the difference between rates earned on
assets and the rates paid on deposits and borrowed funds, from
3.69% in 2000 to 3.96% in 2001. The Company anticipates that in
2002 the FOMC will adopt a “tightening” stance and begin raising
rates as the economy rebounds from the current recession. Due to
the Company’s negative one-year GAP position, a rising interest rate
environment will generally have a negative impact on net interest
income. However, a significant amount of liabilities subject to
repricing in one year or less are savings and interest bearing check-
ing accounts that have no stated maturity or contractual interest rate
levels. Therefore, Management has some ability to control rate
increases on these deposit products based on loan demand and
funding needs.

Net Interest Income

(in thousands of dollars)

D Total Interest income
D Total Interest Expense Net Interest Income

N

$40,000

oo | ﬁ $24,424
el §21,784 r$22,493
$25,000 __‘ r$20,766 (’$21,442 ' l
$20,000 |

$15,000

(]

97 98 99 00 01

Net Income

(in thousands of dollars)

$9,000
$8,000
$7,000
$6,000
$5,000




Management

Net Income Per Share

$1.90 4 $1.83
$1.70 e
§1.50 043
§1.30
$1.12
$1.10 I
97 o8 99 01

Return on Average Assets

1.50% 4 1.47% 1.47% 1.50%
’ 1.42% _
1.40%
1.30%
1.20% 11%%
1.10% I
97 98 99 01

Return on Average Equity
15.00%
14.00%
13.00% 12.60%
12.00%
11.00% | 10:6%%
97 98

Provision and Allowance for Loan Losses

The provision for loan losses is an expense item charged to
operations of the Company. The provision is recorded to maintain
the balance in the related balance sheet account, allowance for loan
losses, at a level which Management considers adequate to absorb
probable incurred credit losses. The adequacy of the allowance is
determined by Management based on several factors. These factors
include estimates of probable losses within the current portfolio,
historical losses, past-due and non-accrual loans, the mix and size
of the current portfolio, as well as economic conditions. In addition
to these factors, the Company also monitors the amount of unse-
cured credit that has been extended at the evaluation date.

To ensure and monitor loan quality, the Company has an internal
loan review function, where loans are systematically reviewed, and
graded, if necessary. The review process encompasses commercial
loans with balances exceeding a fixed dollar amount, however all
loans are subject to review and grading at any time. Loans reviewed
for borrowers who exhibit declining financial performance or who
have experienced payment delays are generally assigned grades of
watch, substandard, doubtful or loss, depending on the degree of
financial distress. Regulatory examiners also may review selected
loans and assign similar grades. The graded loans are placed on a
watch list and monitored by the Board of Directors and Loan
Committee on a regular basis. In addition to the above review
process, the Company also reviews and monitors past due loans and
charge-offs on a monthly basis, that primarily consist of smaller
dollar loans as found in the residential real estate and installment
loan portfolios.

The allowance for loan losses consists of an allocated portion
and an unallocated portion. The allocated portion includes those
loans identified in the internal review process and reflects the expected
losses resulting from this analysis. The unallocated portion of the
reserve is determined based on Management's assessment of general
and current economic conditions, as well as other risk factors in the
loan portfolio. Although the allowance comprises two components,
the entire amount is available for any losses that may occur.

At December 31, 2001, the allowance for loan losses was $5.82
million, or 1.50% of total net loans compared to $5.34 million, or
1.43% at December 31, 2000. During 2001, the Company experi-
enced net charge-offs of $223 thousand, while in 2000 the Company
had net charge-offs of $70 thousand.

At December 31, 2001, the Company had loans that were past
due 90 days or more and still accruing interest of $217 thousand,
or .05% of total Joans compared to $226 thousand or .06% at
December 31, 2000. At December 31, 2001 the Company had $800
thousand of loans classified as non-accrual, while in 2000 there
were no loans classified as non-accrual.

The provision for loan losses charged to operations was $701
thousand in 2001 compared to $216 thousand in 2000, and $180
thousand in 1999. The increase in 2001 over 2000 was primarily in
response to continued economic weakness, the increase in loans
graded watch or below, an increase in the overall loan portfolio of
$12.6 million and a shift in the portfolio composition to more
commercial loans which increased by $47.0 million or 26.44%
during 2001. The increase in 2000 over 1999 was due to a recovery
received by CVB during 1999, which alleviated its need to record a
provision in 1999. Management anticipates that based on current
economic conditions that the provision charged to operations in
2002 will not change significantly from the 2001 provision.
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Nen-imterest income

Non-interest income of the Company consists of fees generated
for providing banking related services to our customers. This income
is derived from several components, including service charges and
fees on deposits, income for Investment and Trust Services, and
other non-interest income. Included in other non-interest income
are $122 thousand in commissions from CVT, a wholly-owned
subsidiary of WCNB, that performs services related to title insurance.
CVT was acquired on March 31, 2001, and generated a partial year
of revenue for the Company. The Company anticipates that in 2002
commissions will increase due to a full year of operations. In 2001,
total non-interest income was $4.87 million compared to $4.20
million in 2000, and $4.03 million in 1999.

Service charges and fees on deposits in 2001 were $2.12
million, which increased $316 thousand, or 14.9% from $1.81
million in 2000, which increased $68 thousand, or 3.9% from
$1.74 million in 1999. The increase in 2001 is partially due to fee
adjustments made during the third quarter of 2000. Management
monitors our market area to ensure that the fees charged on these
deposit accounts are competitive, and also reviews the costs associ-
ated with offering these accounts when determining the fee to
charge the customer. The increase in fees is also attributable to the
Company implementing its online banking product in 2001, which
allows customers to check balances, transfer funds and pay bills
from a personal computer.

Investment and Trust Services income for 2001 was $1.50
million, which is an increase of $26 thousand, or 1.7% from 2000
income of $1.48 million, which decreased $30 thousand, or 1.9%
from income of $1.51 million in 1999. The increase in Trust income
for 2001 is primarily due to changes in the fee structure as well as
an increase in assets under management. Also during 2001, the
Retirement Services area was enhanced to include additional product
offerings and service via the Internet. These changes are expected to
increase profitability for the Company as well as enhance customer
service. The decrease in 2000 was due to economic concerns that
led to a decline in the equity markets during the year, which nega-
tively impacted Trust earnings. The fair-market value of Trust assets
at December 31, 2001 was $315 million compared to $312 million
and $321 million for December 31, 2000 and 1999 respectively.

Other non-interest income was $1.24 million in 2001, which
increased $331 thousand, or 26.6% from $912 thousand in 2000,
which increased $123 thousand or 15.6% from $789 thousand in
1999. The increase in 2001 over 2000 is primarily due to income
generated from the sale of mortgage loans into the secondary
market, which includes a net gain of $181 thousand and a mortgage
servicing asset of $320 thousand, while in 2000 the Company
recorded a net loss of $165 thousand and mortgage servicing asset
of $260 thousand. In addition, in 2001, the Company recorded net
gains on the sale of securities of $33 thousand, which is a 30
thousand increase over net gains of $3 thousand in 2000. These
increases were offset by a $45 thousand decline in fees from
discount brokerage and $79 thousand less in subsidiary income.
The increase in 2000 compared to 1999 was partially due to income
from the loan sale of $95 thousand, which increased $65 thousand
from the $30 thousand recorded in 1999. In addition, income from
Wayne National, a previous inactive subsidiary of WCNB, increased
by $117 thousand due to the dissolution of a leasing partnership, in
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which Wayne National was a partner. These increases were offset by
decreases in mortgage loan servicing fees and fees from discount
brokerage of $14 thousand and 89 thousand respectively. Further, in
2000, the Company realized a net gain on the sale of securities of $3
thousand compared to a net gain of $51 thousand in 1999, which is
a decrease of $48 thousand.

Non-interest Income

(in thousands of dollars)

$5,000
$4,500
$4,000
$3,577
$3,500
$3,000
97

Total Trust Assets
(in thousands of doliars)

/ $314,000

$325,000 $321,000  $312,000  $315,000
$300,000 |2288:000
$275,000
$250,000
97

Trust Income
(in thousands of dollars)
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| Nen-intierest Expense ]

Noo-interest expenses are comprised of salaries and employee
benefits, occupancy and equipment, and other operating expenses.
Total non-interest expense was $16.32 million in 2001, which
increased $1.37 million, or 8.4% from $14.95 million in 2000, which
increased $470 thousand, or 3.2% from $14.48 million in 1999.

Total salaries and employee benefits were $9.08 million in 2001,
which increased $700 thousand, or 7.7% from $8.38 million in
2000, which increased $723 thousand, or 9.4% from $7.65 million
in 1999. During 2001, salaries and payroll taxes increased by $202
thousand, while health insurance and retirement benefits increased
$305 thousand and $187 thousand respectively. The Company
reviews compensation on an annual basis and makes adjustments as
needed to set compensation at a level that is competitive within our
market area. During the fourth quarter of 2001, the Company imple-
mented changes to the health insurance plan that are expected to
slow future expense growth in this area. The increase in 2000
compared to 1999 was due to an increase in salaries and related
payroll taxes as a result of the addition of a new branch facility and
a data processing subsidiary, MID, as well as normal compensation
increases. These increases were offset by a $72 thousand reduction
in health insurance due to lower claims compared to 1999.

* Occupancy and equipment expense was $2.10 million in 2001,
which increased $79 thousand, or 3.8% from $2.02 million in
2000, which increased $107 thousand, or 5.6% from $1.91 million
in 1999. The primary reason for the increase in 2001 is due to
increases in repairs and maintenance and real estate taxes, offset by
a reduction in depreciation. Included in repairs and maintenance
are ongoing expenses to maintain the condition and appearance of
facilities and renovate as needed for staffing requirements and
customer service. The increase in 2000 over 1999 is due to a full
vear of operating costs for the Company’s data processing subsidiary,
a new branch facility and mortgage lending center, all of which were
placed in service during the second half of 1999.

Other operating expenses were $5.14 million in 2001, which
increased $589 thousand, or 11.5% from $4.55 million in 2000,
which decreased $360 thousand, or 7.3% from $4.91 million in
1999. The increase in 2001 compared to 2000 is due to increases in
expenses related to director’s fees, franchise tax, Investment and
Trust Services, advertising, professional services and data processing.
These increases were offset by decreases in insurance, donations,
and amortization expense. The decrease in 2000 from 1999 is due
to declines in several areas, including director’s fees, franchise tax,
bank service charges, advertising, data processing and computer
expense. These decreases were offset by increases in expenses
related to Investment and Trust Services, FDIC insurance, telephone
and donations.

Non-interest Expense

(in thousands of dollars)
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$16,000
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Imcome Taxes

Federal income taxes were $3.63 million in 2001, which
increased $233 thousand or 6.4% from $3.40 million in 2000,
which increased $95 thousand or 2.9% from $3.3 million in 1999.
The change in federal income taxes is due to the changes in pre-tax
earnings of the Company as well as adjustments of deferred tax
assets and liabilities. The income tax expense represents an effective
tax rate of 29.6% for 2001, 29.5% for 2000, and 29.6% for 1999.
The effective tax rate paid by the Company is impacted by the
amount of tax-free income that is generated through tax-exempt
securities and loans to tax-exempt customers.

| Fimancia) Condition ]

Total assets at December 31, 2001 were $608.7 million, which is
an increase of $38.5 million, or 6.8% over total assets of $570.2
million at December 31, 2000. The Company’s earning assets
increased $32.7 million from $535.7 million in 2000 to $568.4
million in 2001. At December 31, 2001, earning assets as a percent-
age of total assets were 93.3% compared to 93.9% at December 31,
2000. Loans as a percentage of total assets decreased slightly from
65.7% at December 31, 2000 to 63.7% at December 31, 2001,
while the securities portfolio experienced an increase from 24.3% of
total assets at December 31, 2000 to 27.1% at December 31, 2001.
The growth in earning assets was primarily funded through a $30.0
million increase in deposits, as well as an increase of $5.4 million
in short-term borrowings and Federal Home Loan Bank advances.

Total Assets

(in thousands of dollars)

/ $608,722
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Securities

The securities portfolio serves a primary role in the overall
context of asset and liability management by providing liquidity,
earnings, and diversification. The securities portfolio is used to fund
loan growth and deposit outflows, enhance Company earnings
through purchases of high quality investments, and manage the
credit and interest rate risk inherent in the balance sheet.

To maintain sufficient liquidity, the Company invests primarily in
shorter-term securities of less than five years remaining maturity.
These include U.S. Treasury and Agency securities, which are direct
obligations of the U.S. government and agencies of the U.S. govern-
ment. These types of investments are considered “risk-free” from a
credit standpoint and offer a lower yield than other securities. To
increase the overall vield of the securities portfolio, the Company
also purchases shorter-term government guaranteed mortgage
backed securities and high quality corporate bonds. To reduce
overall tax-liability, the Company invests in obligations of state and
political subdivisions, which are generally exempt from federal
income tax.

The Company’s investment portfolio is classified entirely as avail-
able-for-sale. Securities classified as available-for-sale are carried at
fair value on the balance sheet with unrealized holding gains or
losses reported as a separate component of equity, net of tax.
Available-for-sale securities are those which may be sold prior to
maturity for liquidity, asset liability management or other reasons.
Although the Company currently does not have any securities
classified as held-to-maturity, the Company may use this classifica-
tion in the future if conditions warrant for those securities which
Management has the ability and intent to hold to maturity.

The securities portfolio was $165.1 million at Becember 31,
2001, compared to $138.3 million at December 31, 2000, which
represents an increase of $26.7 million, or 19.3%. This increase is
primarily due to using the proceeds from the mortgage loan sales
to purchase short-term securities.

Total Securities \
(in thousands of dollars) ‘

$180,000 $175,007
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Loans

The Company’s loan portfolio consists of a variety of loans
including: commercial, agricultural, residential and commercial real
estate, consumer and direct lease financing. The Company’s market
area includes Wayne, Holmes, Medina and Stark counties.

Total loans at December 31, 2001, including $11.9 million of
loans held-for-sale, were $399.4 million, compared to $374.8
million at December 31, 2000. This represents a net increase of
$24.5 million, or 6.5% from 2000 to 2001. The three major loan
categories are commercial, real estate and consumer which repre-
sented 58%, 27% and 11% of total loans at December 31, 2001,
compared to 47%, 34% and 14% at December 31, 2000.

Commercial loans at December 31, 2001 were $224.7 million,
which increased $47.0 million, or 26.4% from $177.7 million at
December 31, 2000. Despite the economic weakness and numerous
rate cuts initiated by the FOMC since December 31, 2000, the
Company experienced strong loan growth and continued demand in
the commercial loan area. Due to continued economic weakness,
Management expects that growth in this area will slow during the
first six months of 2002, then accelerate as the economy recovers.

Total Loans
(in thousands of dollars)
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Real estate loans at December 31, 2001, were $103.9 million
compared to $129.0 million at December 31, 2000. This represents
a decrease of $25.1 million, or 19.4 %. This decrease is due to the
sale of $32.1 million of loans during 2001. Excluding this sale, total
mortgage loans grew $7.0 million or 5.4% from December 31,
2000. The Company is anticipating mortgage loan activity to slow
during 2002 due to an increase in rates as the economy recovers. In
addition to the Company’s real estate loans recorded on the balance
sheet, the Company also services approximately $67.0 million of
loans that have been sold into the secondary market. Management
will consider additional loan sales in the future based on market
conditions and the interest rate environment, as well as portfolio
alignment and to provide liquidity for future loan demand. At
December 31, 2001 there were $11.9 million of loans classified as
held-for-sale, while there were no loans held-for-sale at December
31, 2000.
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Consumer loans at December 31, 2001 were $44.5 million,
which decreased $8.3 million, or 18.6% from $52.8 million at
December 31, 2000. This decrease is due to the weak economic
conditions throughout 2001, as well as the zero percent financing
offered by the automobile manufacturers. The Company expects that
consumer loan balances will continue to fall during 2002 due to
economic conditions and high consumer debt levels. This is in
contrast to the strong growth that occurred during 2000, when
consumer loans grew by $4.4 million due to favorable economic
and employment conditions. As consumer loans carry the greatest
risk proportionately within the loan portfolio, the Company will
continue to grant credit in a conservative manner as Management
believes this will maintain the quality of the portfolio and potentially
minimize future losses in economic down cycles.

Sources of Funds

The Company is committed to providing a full range of banking
products and services to its customers. The deposit products offered
by the Company provide a means for customers to safely invest their
money while earning a competitive rate of return on their funds.

The Company’s primary sources of funds are core deposits
originated from within its market area. The Company considers its
core deposits to be traditional checking, savings and certificate of
deposit accounts. At December 31, 2001, total deposits were $501.6
million, which increased $30.0 million, or 6.4%, over total deposits
of $471.6 million at December 31, 2000. The primary reason for
this increase in core deposits is due to the Company maintaining
competitive rates within its market area in order to attract and
retain deposits, as well as the implementation of online banking. In
addition to these deposits, the Company offers securities sold under
agreements to repurchase (repurchase agreements), which provides
the Company with a stable source of funds while offering attractive
yields for corporate customers. Repurchase agreements at
December 31, 2001 were $33.6 million, which is an increase of
$3.1 million, or 10.1% from $30.5 million at December 31, 2000.

During 2001, the Company experienced a shift in the deposit mix
compared to 2000. From a percentage standpoint, commercial
deposits, which includes checking accounts as well as money
market savings and checking accounts, declined, while savings and
certificates of deposits increased. The primary reason for this change
is due to customers shifting deposits into higher vielding savings and
certificate accounts as rates paid on money market accounts
declined more rapidly as a result of the low rate environment.

In addition to core deposits and repurchase agreements, the
Company also utilizes alternative funding sources to fund loan
demand, primarily overnight federal funds borrowings and advances
from the Federal Home Loan Bank. The Company currently has
approximately $31.0 million available in overnight federal funds that
may be drawn from correspondent banks, none of which had been
used as of December 31, 2001. In addition, the subsidiaries are
members of the Federal Home Loan Bank system, which provides
funding based on a percentage of balances in one-to-four family
residential loans. At December 31, 2001, the Company had
outstanding advances from the Federal Home Loan Bank of $6.8
million. Although these alternative funding sources generally cost
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more than core deposits, they allow the Company to customize the
borrowing terms to match the repayment schedule on loans. The
Company will continue to use these alternative funding sources, as
needed, based upon deposit growth and loan demand.

Core deposit growth is an ongoing objective of Management to
facilitate funding for loan demand and asset growth. As consumers
have become more “mobile” through direct deposit, online
banking and other means, growing these core deposits with tradi-
tional accounts and services has become more difficult. Further,
Management realizes that competition for deposits also includes
mutual funds and the equity markets, To facilitate growth in
deposits, Management monitors rates and products within the
Company’s market area to ensure its products, fees, and rates are
competitive. During 2001, the Company implemented its online
banking product that allows customers to check balances, transfer
funds and pay bills from a personal computer. This exparnds our
delivery channels to include the traditional branch and ATM
network, online and telephone banking, and debit cards.

$471,578

Capital Management

The Company is committed to managing capital for maximum
shareholder benefit and maintaining strong protection for deposi-
tors and creditors. Capital consists primarily of four components
including common stock, surplus, or additional paid in capital,
undivided profits and net unrealized gains or losses on available-for-
sale securities. Bank regulators monitor capital adequacy closely
and consider it a very important factor in ensuring the safety of
depositors’ accounts. As a result, bank regulators established risk
based capital standards, which measure the amount of a banks
required capital in relation to the degree of risk contained in the
balance sheet, as well as off the balance sheet. When calculating
ratios for capital adequacy, net unrealized gains or losses on available-
for-sale securities are excluded from the capital base.

There are several key ratios used to monitor capital adequacy.
One such ratio is the percent of stockholders’ equity, excluding
accumulated other comprehensive income, to total assets. At
December 31, 2001, this ratio was 9.8% compared to 10.4% at
December 31, 2000.
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Other key ratios used in determining capital adequacy include
the risk based capital ratio and the leverage capital ratio. The risk
based capital ratio is based on the risk-adjusted assets of the
Company as a percentage of the Company’s adjusted capital. The
Company’s assets are assigned risk weightings based upon the risk
inherent in those assets, and then these risk-weighted assets are
compared to the Company’s adjusted capital, which includes the
Company’s capital accounts less intangibles, plus a portion of the
allowance for loan losses. Regulatory agencies require a minimum
ratio of 8%, with at least half of that being in core capital. Core
capital, or Tier 1 capital, consists of shareholders’ equity less accu-
mulated other comprehensive income and general intangibles and
Tier 2 capital includes Tier 1 capital plus a portion of the allowance
for loan losses. The leverage ratio compares Tier 1 capital to the
Company’s average assets, adjusted for general intangibles.

The Company’s total risk based capital ratio at December 31,
2001 and 2000 was 15.4% and 16.4% respectively. The Company's
Tier 1 capital to risk-weighted assets ratio was 14.2% and 15.2% at
December 31, 2001 and 2000, while the Company's leverage ratio
was 9.8% and 10.5% at December 31, 2001 and 2000.

The Company has set minimum internal capital adequacy ratios
to comply with banking regulations as well as maintain capital at
levels that will provide long-term strength and performance to the
Company. These levels as set by the Company’s Board of Directors
and Management are: primary capital of 8.5%, risk based capital of
10.0%, and the leverage ratio at 7.0%.

The Company’s source of capital primarily comes from
subsidiary earnings as well as sales of treasury stock. During 2001,
the earnings from these subsidiaries were $8.67 million, compared
to $7.66 million at December 31, 2000. The Company did not sell
any treasury stock during 2001 or 2000. The outflows of capital
include cash dividends paid to shareholders as well as purchases of
treasury stock. For the vear ended December 31, 2001, the
Company declared cash dividends of $3.10 million, or $.65 per share,
compared to $2.94 million, or §.61 per share in 2000, During
2001, the Company purchased $4.11 million in treasury stock
compared to $491 thousand during 2000. Of the cash dividends
paid, $393 thousand and $402 thousand were reinvested by share-
holders under the Company’s dividend reinvestment plan for the
years ending December 31, 2001 and 2000 respectively.
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Asset end Liadility Management

The Company’s primary market risk exposure is interest rate
risk, and to lesser extents liquidity and prepayment risk. Interest
rate risk is the risk that the Company's financial condition could be
adversely affected by movements in interest rates, which is inherent
in banking as a result of repricing that may occur in interest earning
assets and interest bearing liabilities. The income of financial institu-
tions is primarily derived from the excess interest earned on assets
over the interest paid on liabilities. This fundamental premise places
great importance on monitoring and controlling interest rate risk.

Management’s goal is to structure the balance sheet, with respect
to interest rates and maturities, to be consistent with the expected
direction of future interest rates. To accomplish this, there are
several methods employed by the Company to monitor and control
interest rate risk. One such method is through the use of a “GAP”
analysis. The GAP is defined as the difference between the repricing
of assets and liabilities within certain time periods. Therefore, the
objective of GAP management is to match maturities and repricing of
loans and investments to deposits in order to reduce interest rate
risk and maintain liquidity. The repricing can occur due to changes
in rates on variable rate products, maturities, and accelerated
payments. A positive GAP, where there are more assets repricing
than liabilities, is beneficial in a rising rate environment and a nega-
tive GAP, where there are more liabilities repricing than assets is
favorable in a falling rate environment. Based on loan demand and
funding needs, Management attempts to manage the GAP position by
adjusting maturities and rates on deposit products accordingly. A
second strategy used by the Company to reduce exposure to interest
rate risk is to originate variable rate loans that reprice with prime
and other indices. Currently, the Company has approximately $§171.5
million, or 43.0%, of total loans written as variable rate. A third
strategy is to invest excess funds in highly liquid federal funds that
mature and reprice on a daily basis. At December 31, 2001, the
Company had $3.9 miliion in federal funds sold. In addition, the
Company classifies its securities portfolio as available-for-sale, which
allows the Company to sell these securities if needed to manage risk,
provide liquidity and take advantage of fluctuations in interest rates.
Finally, the Company has the ability to obtain funding from the
Federal Home Loan Bank, where advances are tailored to match
loan rates and terms.

The following table provides information about the Company’s
financial instruments that are sensitive to changes in interest rates as
of December 31, 2001 and 2000, based upon the information and
assumptions set forth in the tables and notes. For loans, securities
and deposit liabilities with contractual maturities, the table repre-
sents principal cash flows and the weighted interest rate. For
variable rate loans, the contractual maturity and weighted interest
rate was used with an explanatory footnote as to repricing periods.
For liabilities without contractual maturities, such as savings, and
Money Market accounts, a decay rate was used to match their most
likely withdrawal behavior.
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Principal/Notional Amount Maturing ins

(dollars in thousands) VFaaI:.lre
December 31, 2001 Thereafter Total 12/31/01
Rate sensitive assets:
Fixed rate Joans (¥ $20,311 $19,069 $36,590 $16,749 $17,930  $105,346  $215995  $ 220,394
Average interest rate 9.06 % 9.27% 8.92% 8.99 % 8.25% 7.28 % 8.18 %
Variable rate loans () @) 94,794 28,995 27,256 8,840 6,785 4,819 171,489 171,489
Average interest rate 6.29% 5.82% 6.23% 6.28 % 6.61 % 5.95 % 621%
Fixed rate securities (0 31,671 40,441 34,267 9,082 10,020 39,617 165,008 165,098
Average interest rate 6.15% 539% 5.75% 5.94% 5.73% 5.80 % 5.78%
Other earning assets () 3,975 — — — — — 3,975 3,975
Average interest rate 1.75% — — — —_ — L75%
Rate sensitive liabilities:
Non-interest bearing checking ¢ 18,081 14,465 10,848 9,040 9,040 10,849 72,323 72,323
Savings and interest bearing checking ¢ 46,713 46,713 35,034 35,034 23,356 46,713 233,563 233,563
Average interest rate 1.63% 213% 2.13% 2.54 % 2.54% 247 % 2.10%
Certificates of deposit (1 110,411 51,229 22,364 8,757 2,929 — 195,690 199,918
Average interest rate 415% 4.68 % 5.02% 4.70 % 4.74 % — 442%
Fixed rate borrowings () 7,299 1,318 21 24 27 7 8,696 8,054
Average interest rate 4.87 % 6.63 % 8.00% 8.00 % 8.00 % 8.00 % 516%
Variable rate borrowings (1(6) 25,225 1,682 1,682 1,682 1,682 1,682 33,635 33,635
Average interest rate 1.53% 153 % 153% 1.53% 153 % 153 % 1.53%
Principal /Notional Amount Maturing im:
(dollars in thousands) VFaaI:Jre
December 31, 2000 Thereafter Total 12/31/00
Rate sensitive assets:
Fixed rate loans (¥ $30,400 $25,571 $27,850 $32,865 $21,905 $ 83,358 $221,958  $ 221,985
Average interest rate 8.79% 877 % 931% 872% 9.41 % 748 % 841%
Variable rate loans ()2 98,360 10,672 11,893 14,307 7,318 10,332 152,882 152,882
Average interest rate 9.44 % 9.05 % 9.48% 8.87 % 9.34% 7.89 % 9.25%
Fixed rate securities (1) 38,411 28,656 22,693 17,066 7,554 23,969 138,349 138,349
Average interest rate 5.83% 5.81% 6.03% 6.39 % 552% 5.64 % 5.88%
Other earning assets 3 22,475 — — — — — 22,475 22,475
Average interest rate 5.70 % — — — — — 5.70%
Rate sensitive liabilities:
Non-interest bearing checking (4) 17,231 13,785 10,339 8,616 8,616 10,337 68,924 68,924
Savings and interest bearing checking ® 44,217 44217 33,162 33,162 22,108 44217 221,083 221,083
Average interest rate 4.23% 3.00 % 3.00% 2.80 % 2.80 % 2.44 % 3.16%
Certificates of deposit (1) 132,296 29,353 11,057 6,596 2,270 — 181,572 182,036
Average interest rate 5.73% 5.76 % 5.70% 5.39% 5.57 % — 572%
Fixed rate borrowings ) 2,894 549 1316 17 19 45 4,840 4,856
Average interest rate 6.62% 6.68 % 6.63% 8.00 % 8.00 % 800% - 653%
Variable rate borrowings (1)) 22,905 1,527 1,527 1,527 1,527 1,527 30,540 30,540
Average interest rate 532% 532% 532% 5.32 % 532 % 532 % 532 %
(1) Assumes amortization based on contractual maturity and repayment. (4) Non interest bearing checking accounts assume a decay rate of 25%, 20%, and 15%, for the

first three years respectively, 12.5% for each of years four and five with the remaining 15%

(2) The Company's adjustable rate commercial loans and home equity loans are based on the being more than five years.

prime rate of interest as stated in The Wall Street Jousnal and are subject to repricing when
the prime rate is adjusted. The adjustable rate mortgage loans are based on the one-year (5) Savings, NOW, and Money Market accounts assume a decay rate of 20% for years one and
constant maturity treasury index and are subject to annual repricing. two, 15% for vears three and four, 10% for year five with the remaining 20% being more

(3) The federal funds rate is subject to daily repricing and is that which is currently offered by than five years.

the correspondent bank buying these short term overnight funds. (6) Repurchase agreements are subject to monthly repricing and are based on the prior month's
average discount rate for the 3-month treasury bill. Decay is assumed to be 75% in year one
with 5% for the remaining years and thereafter.

(7) Reported at fair market value. Includes a nominal amount of variable rate securities.
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Liquidity

Liquidity management is the ability of the Company to meet the
credit needs and cash demands of its borrowers and depositors.
Through the Company’s Asset/Liability Committee, Management
analyzes and manages liquidity. The Company’s primary source of
liquidity is cash, federal funds sold and cash flows provided by
maturities and principal payments in the loan and investment
portfolios.

At December 31, 2001, cash and cash equivalents were $32.7
million, or 5.4% of total assets. The change in cash and cash equiva-
lents is shown in the consolidated Statement of Cash Flows and
summarizes activity for the three years ending December 31, 2001.
During 2001, the Company used cash in operating activities of §959
thousand, including net income of $8.64 million. During 2001, the
Company had a net use of cash in investing activities of $38.5
million. The use of this cash was to fund the growth in the loan and
investment portfolios, which represented a net cash outflow of $12.9
million and $24.5 million respectively. During 2001, the Company
generated net cash flows of $28.4 million in financing activities. The
primary sources of cash were from the net growth in the Company’s
deposits of $30.0 million, an increase in short term borrowings of
$3.1 million and a $2.3 million increase in Federal Home Loan
Bank advances. This was offset by dividends paid of $2.7 million,
and $4.1 million used to purchase treasury stock.

The liquidity needs of the Company, primarily cash dividends, are
met through dividends from the bank subsidiaries. Management is
not aware of any trend or event that would result in the Company
not being able to meet its current and expected future cash needs.

Effects of Inflation

The financial statements and related data included in this report
have been prepared in accordance with generally accepted account-
ing principles (GAAP) which measures financial position and results
of operations in historical dollars, except for securities classified as
available-for-sale which are recorded at fair market value. Changes
in the relative value of money during periods of inflation or reces-
sion are generally not recognized under GAAP.

In Management’s opinion, changes in interest rates affect the
financial condition and results of operations to a far greater degree
than changes in the inflation rate. While interest rates are greatly
influenced by changes in the inflation rate, they do not change at the
same rate or magnitude as the inflation rate. Rather, changes in
interest rates are based on monetary policies. The Company protects
earnings from interest rate volatility through offering variable rate
loan and deposit products and asset/liability management.
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New Accounting Premeuncements

A new accounting standard requires all business combinations to
be recorded using the purchase method of accounting for any trans-
action initiated after june 30, 2001. Under the purchase method, all
identifiable tangible and intangible assets and liabilities of the
acquired company must be recorded at fair value at date of acquisi-
tion, and the excess of cost over fair value of net assets acquired is
recorded as goodwill. Identifiable intangible assets must be sepa-
rated from goodwill. Identifiable intangible assets with finite useful
lives will be amortized under the new standard, whereas goodwill,
both amounts previously recorded and future amounts purchased,
will cease being amortized starting in 2002. Annual impairment
testing will be required for goodwill with impairment being
recorded if the carrying amount of goodwill exceeds its implied
value. Adoption of this standard on January 1, 2002 will result in
lower amortization expense of $81 thousand for the year ending
December 31, 2002,
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